February  1991 
MAP  Vol.  II,  No.  7 


A  Publication  from  INPUT'S  Market  Analysis  Program 


U.S.  Wholesale  Distribution  Services 
Market,  1 990-1 995— Forecast 


Note:  This  research  bulletin  is  taken  from  INPUT'S 
latest  assessment  of  the  wholesale  distribution  sector 
of  the  U.S.  economy.  The  full  report,  Industry  Sector 
Report — Wholesale  Distribution,  1990-1995,  will  be 
shipped  to  clients  by  the  first  week  of  March  1991. 


The  market  for  the  sale  of  information 
services  to  the  wholesale  distribution 
industry  is  forecast  to 
grow  from  $2  billion  in 
1990  to  $3.6  billion  in 
1995.  This  represents  a 
compound  annual  growth 
rate  (CAGR)  of  12%  over 
the  five-year  forecast 
period,  as  shown  in 
Exhibit  1. 


The  growth  rate  of  information  services  is 
down  from  the  previous  five-year  (1985- 
1994)  growth  rate  of  15%  forecast  by 
INPUT.  The  decrease  in  growth  rate  is 
due  primarily  to  the  following: 

•  Cutbacks  or  delays  in  plans  resulting 
from  the  economic  downturn  which  has 
caused  business  failures,  particularly 


This  growth  is  occurring 
despite  the  impact  of  the 
economic  downturn  and 
the  reduction  of 
information  systems 
expenditures  in  many 
areas  of  wholesale 
distribution.  Vendor 
services  are  being  utilized 
to  meet  service, 
competitive,  and  cost 
reduction  objectives,  but 
some  types  of  vendors  are 
profiting  more  from  these 
opportunities  than  others. 


Exhibit  1 


Wholesale  Distribution  Sector  Information 
Services  Market,  1990-1995 
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among  smaller  wholesalers,  and  a 
consolidation  of  business 

Reduction  in  the  availability  of  funds  to 
invest  in  IS  technology.  Funds  are  more 
difficult  to  free  up  or  obtain  from  lenders 
to  finance  receivables,  pay  suppliers,  and 
improve  operations. 

Reduction  in  margins  resulting  from 
falling  sales  volume,  reduced  prices  to 
obtain  business,  and  rising  costs.  Since 
margins  are  narrow  in  wholesaling,  any 
reduction  makes  it  necessary  to  cut  back 
on  services  and  delay  improvements  in 
operation. 


The  continued  solid  growth  in  the  use  of 
information  services  results  from  the  need 
to  increase  sales  through  improved  service 
quality  and  to  reduce  costs.  One  of  the 
outstanding  performances  in  wholesale 
distribution  during  the  last  few  years  was 
by  Wallace  Company  of  Houston,  which 
showed  that  improvement  in  service  and 
particularly  in  on-time 
delivery  could  have  a 
significant  impact  on  sales 
and  profits  (up  700%  in  less 
than  three  years).  This 
company  was  awarded  the 
Malcolm  Baldridge  National 
Quality  Award  for  its 
achievements. 


Forces  driving  the  use  of 
information  services  in 
wholesale  distribution  include 
demands  for  improved  service 
and  quality,  including  the 
ability  to  handle  orders  and 
inquiries  rapidly  and  to 
deliver  them  on-time. 

A  number  of  information 
services  vendors  are  using 
their  knowledge  and 
capabilities  in  wholesale 
distribution  to  increase 
service  and  improve 
competitiveness  through 


applications  such  as  on-line  order 
processing;  customer  service,  inventory, 
and  delivery  scheduling,  analysis,  and 
tracking;  upgraded  and  integrated 
accounting;  and  warehouse  automation 
and  the  use  of  robotics. 

Information  services  are  also  being  sought 
to  upgrade  the  use  of  information 
technology:  on-line  data  bases  and  EDI; 
RDBMS  and  data  base  integration;  PC 
LANs  and  WANs;  network  integration;  and 
the  use  of  AI  in  inventory  control. 

There  are  dynamic  changes  in  the  use  of 
information  services  both  in  regard  to  the 
mode  of  service  being  used  and  the 
performance  of  vendors.  The  fastest 
growing  service  modes  are  shown  in 
Exhibit  2. 

The  use  of  network  services,  which  will 
grow  to  $598  million  in  1995,  is  the  fastest 
growing  service  mode.  It  is  driven  by  the 


Exhibit  2 
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use  of  EDI,  electronic  information  (on-line 
data  bases)  and  VAN  among  wholesalers. 

Systems  integration  is  another  fast- 
growing  mode  of  service,  it  will  reach  $278 
million  in  1995.  Systems  integration  is 
growing  in  popularity  particularly  among 
larger  wholesalers  since  it  is  solution 
oriented,  involving  modification  of  proven 
applications  rather  than  longer-term 
development  projects. 

Systems  operations,  a  service  mode  in 
which  a  company  has  all  its  processing  or  a 
department's  processing  handled  by  a 
vendor,  will  be  the  second  fastest  growing 
mode  of  information  service  in  wholesale 
distribution  during  the  five-year  forecast 
period,  reaching  $215  million  in  1995. 
Systems  operations  was  recognized  as  a 
separate  mode  of  service  by  INPUT  in 
1990.  Before  that,  it  was  recognized  as 
professional  services  and  processing 


services  facility  management.  Due  to  its 
growing  use  in  wholesale  distribution  and 
other  vertical  industries,  INPUT  has 
recognized  it  as  a  separate  mode. 

Application  software  products  and  turnkey 
systems  will  remain  the  largest  service 
modes  in  1995,  as  shown  in  Exhibit  3. 
Most  of  the  vendors  serving  this  industry 
fall  into  one  of  these  two  vendor  groups. 

SI  and  SO  vendors,  as  well  as,  many  of 
turnkey  vendors  tend  to  offer  more 
comprehensive  services  to  wholesalers, 
providing  total  solutions  for  clients' 
automation  needs.  One  vendor  provides 
the  required  application  software  products, 
customization,  data  base  capabilities,  EDI 
and  network,  and  industry  expertise.  They 
also  tend  to  be  the  fastest  growing  vendors 
in  the  industry.  Several  turnkey  systems 
in  this  category  offer  network  services. 


Exhibit  3 


Wholesale  Distribution  User  Expenditures 
Comparison  by  Delivery  Mode,  1995 
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About  INPUT 


INPUT  provides  planning  information, 
analysis,  and  recommendations  to 
managers  and  executives  in  the 
information  processing  industries. 
Through  market  research,  technology 
forecasting,  and  competitive  analysis, 
INPUT  supports  client  management  in 
making  informed  decisions. 

Continuous-information  advisory  services, 
proprietary  research/consulting,  merger/ 
acquisition  assistance,  and  multiclient 
studies  are  provided  to  users  and  vendors 
of  information  systems  and  services 
(software,  processing  services,  turnkey 
systems,  systems  integration,  professional 
services,  communications,  and  systems/ 
software  maintenance  and  support). 


Many  of  INPUT'S  professional  staff 
members  have  more  than  20  years' 
experience  in  their  areas  of  specialization. 
Most  have  held  senior  management 
positions  in  operations,  marketing,  or 
planning.  This  expertise  enables  INPUT 
to  supply  practical  solutions  to  complex 
business  problems. 

Formed  as  a  privately  held  corporation  in 
1974,  INPUT  has  become  a  leading 
international  research  and  consulting 
firm.  Clients  include  more  than  100  of  the 
world's  largest  and  most  technically 
advanced  companies. 


INPUT  OFFICES 


North  America 

San  Francisco 

1280  Villa  Street 

Mountain  View,  CA  94041-1194 
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New  York 
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400  Frank  W.  Burr  Boulevard 

Teaneck,NJ  07666 

Tel.  (201)  801-0050 

Fax  (201)  801-0441 

Washington,  D.C. 

1953  Gallows  Road,  Suite  560 
Vienna,  VA  22182 
Tel.  (703)  847-6870 
Fax  (703)  847-6872 


International 

London 

Piccadilly  House 

33/37  Regent  Street 

London  SW1Y  4NF,  England 

Tel.  (071)  493-9335  Fax  (071)  629-0179 

Paris 

52,  boulevard  de  Sebastopol 
75003  Paris,  France 
Tel.  (33-1)  42  77  42  77 
Fax  (33-1)  42  77  85  82 

Frankfurt 

Sudetenstrasse  9 

D-6306  Langgons-Niederkleen,  Germany 
Tel.  (0)  6447-7229  Fax  (0)  6447-7327 

Tokyo 

Saida  Building.  4-6,  Kanda  Sakuma-cho 

Chiyoda-ku,  Tokyo  101,  Japan 

Tel.  (03)  3864-0531  Fax  (03)  3864-4114 


This  Research  Bulletin  is  issued  as  part  of  INPUT'S  Market  Analysis  Program 
for  the  information  services  industry.  If  you  have  questions  or  comments  on  this  bulletin, 
please  call  your  local  INPUT  organization  or  Doug  Tayler  at  INPUT, 
1280  Villa  Street,  Mountain  View,  CA  94041-1194  (415)  961-3300 
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